? Shii dpOtr.-'-it consists of pages 

Approved For Release 2000/08/23 : ClA-RDf^-OOOi^AOO^bc^dOIT-^^ 33 

/A ~ 

/ /? V -- '- ■* 


»i e x.,v*. vrt U t' U; 1 


t ». (L »•<-«. 

Sino-Sovlet Blog 



to 


ftd report ta intended to be a concise summary of Sino-Soviet bloc 
economic activities in free World countries vlth particular reference to 
those aspect* which have sane important direct relation to economic defense 
policy, the tews of reference eaU for reviewing bloc aetivitiee as they 

have: 

ft . Been used to obtain strategic goods, technology «®4 service, 
either by purchase or barter, or by the extension of capital assistance 
repayable by exports of strategic gxsds to the bloc* 

b» Sbteen a dv a n tage of outstanding commodity and trade problems in 
l^ee World countries for the purpose of increasing bloc influence. 

Br oade r questions of other economic actives and 14© political objectives 
being pursued by the bloc are sot eowidcred, but this is not intended to 
detract from their relevance for determining economic defense policy. 


With the e xp a n sion of bis© foreign economic activities beginning 
in 1953, the Sino~Soviet bloc baa been engaged In a worldwide program of 
enlar ging existing trade agwements sad negotiating new agreements, providing 
long-term credits to underdeveloped countries fbr economic development and 
arras purchases, providing technical assistance, and increasing participation 
in trade fairs. By August 195& between $900,000,000 and $1,000,000,000 
of long-term credits offered by 14© bloc bsd been accepted - sore than 
$0 percent going to Egypt, Yugoslavia, Afghanistan and Sadia. She au ® ber 
of trade and payments agreements between bloc sod free World countries 
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rose ft m in Seceafoer 1953 to lf0 by the end of Afril 1956. In 1955 

bloc trade with the Free World reached nearly #4.5 billion a# compared 
with only $3 billion in 1953* ©* European bloc accounts for about $X,k 
billion- of the total increase. In the- mm period the level of intra-Bloc 
irate showed little change, but still accounted for tbs bun of the 
foreign trade of the asafcer countries. Looked at frees the other side of 
the coin, only a few Free World countries conducts a significant pre^ortion 
of their trade with the bloc. In 1955 bloc trade represented less than 
10 percent of the total in all free world countries except Af^anistan, 
Egypt, Iceland, Finland, Turkey, and Iren. Although Western Europe 
maniae the principal bloc trading partner, trade with underdeveloped 
countries haul been ranking rq? an increasing presort ion of the bloc's total 
trade turnover. While still a net importer of capital goods fresa the Free 
World m a whole, the bloc has increased sharply exports of such goods to 
uaaierdeveloped areas. Bloc Import* from the underdeveloped areas, largely 
foodstuffs and raw rater iala, have been rising steadily sig^^53* 

The bloc has the rapacity to doable or even triple with the Free World 

(JLfi /kx#/ -jpW^ &JZ+G&' ^ 

if it should consider such a step ecoacsaically or politically advantageous. 

However, the prospects are that bloc trade - particularly that of the 
satellites - with the Free World will continue, to expand only Moderately 
in the next few year a. While there are e^awSg incentive to a£j$E the 
traditional strict adherence to autarky, bloc plans still indicate that 
asost erf the are*'* growing represents are to b# rat frees internal bloc 
produotien, aid wile a am increases in trade with the Free World are 
anticipated, they are unlikely to be carried to a point where the bloc 
would becQEse avoidably dependent m the Free World fear any significant 
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y v m g# tijaa of Its critical supplier or even a large 1<b » con8ua?,tiOQ 

of medium privity goods* 

It is beyond the scope of the present paper to consider the extent to 
tjfr**** increased trade Ins a measurable counterpart in bloc ability to exert 
greater influence on the foreign relations of the count des to which its 
economic offensive has been directed. Increased ecoaesaic relations will 
no dadJt lav® as S#paet on the recipients, but increased trade has been 
fatly ck® element in the larger fabric of the new bloc diplomacy aaft Its 
share of the credit for' recent Soviet gains In the political sphere cannot 
satisfactorily be isolated, A rsesat intelli©snee estimate m this 

problem conclude# : > i 

•She extent to which the bloc can eeploy eccnosiie pressures 
«ad i aduegae ttta to obtain aaaipulative contr ol over the foreign or 
dossstie policies of underdeveloped countries appears to be Halted, 
Ueoeast history shows that, While econcwie consideration# asy 
txa&ribute to securing Influence for one country over another, 
a3dition*X fictors have almost always been essential to the process* 
In the fgNH W^ of favoring considerations such as poser relation- 
ship, domestic tension, or international rivalries, eeoneaic forces 
hardly have decisive offset*# «« 



The question to be considered at this point way be phrased as foHoess 
To what extent and under what circumstances has the Sino-Sovlet bloc been 
able to obtain strategic goods, technology, sad services, from the free 
World as a result of the exp e cted ecooccdc offensive? 

With a few exceptions it is difficult to isolate bloc activities so as 
to identify precisely those owes Where strategic goods moved or may move 

SSCKEP 
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to t bloc as part oaf * dsllberste effort to secure such goods as the price 
of barter trade. Again with a few exceptions there is m evidence that the 
bloc was badly in need of nest of the strategic items secured and thus actively 
negotiated purchases with that purpose in mind. Ufa® isore relevant cons Herat ions 
r ul i ng appear to be deliberate efforts to create dissension over trade 
controls within the Free World •<* even on a sasll scale $ss& largely f® 
political reasons — sod at tine* a coincident desire to secure access to 
seta© strategic Gcarooditle*. ffee lack of strategic goods in a free World 
country, or the adamant refusal to breach trade controls, has not effectively 
t*cred trade arrangrasaenta in scat cases. At th* mam him the bait of a *« *£»*> 
vcklvss© of has been dangle d before the free World countr ios , the 

pries d em a n d ed (again prcbably Mart ia^srtaatly for politic*! r easons ) 
sometime* iavdves violfttian of strategic centred syates ». Offers of 
substantially increased trade with Western Wurcpe and Japan have been 
Multiplying, in a l mos t all cases including an attempt by the Hoc to secure 
strategic goods and. circumvent Free World controls. In offers to under* 
deve^ped countries in South and Southeast Asia, the fSsr fast, the Middle 
®ast end latia America, the built of Items sought sure not strategic list 
cssaaodities, and the primary r eason for bloe offers lies in broader 
econetaic and political objectives. 

lh® following listings of instances of where the Siao-Sovlet bloc 
im obtained strategic goods as part of its espsixled econmie activities is 
mb intended to: cover every single transaction but merely to- indicate the 
general nature of such transactions. 

SBCfiET 
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of strategic Poods fra wCOCOH Countries 
OOCOM exceptions procedure the bloc bee secured or definitely 


arranged for purchase of strategic goods in a masher of instances* la the 
1956 trade- agreements with the UBSR, Denmark has agreed to su pp l y two fast 
zaerehant ships, alas refrigerator ships, and other items subject to COCQM 
controls. Hils trade agreement ended the hiatus la foraal trade relations 


hetweea the DSBH and Denmark which has existed since the la p s e of tbs 
previous agreement in aid-195^* negotiations had been protracted by Sovie t 
insistence that Danish tan k e rs be included la the agreement. *Ph* Jhaaes, 
eager to resume formal trade relations with the tusit, eventually offered 
fast merchant vessels instead of tankers. 


©«key shipped about 1?,GQQ metric tons of boraeite to tl » bloc in 
X93% obout half of total Turkish bomeite exports. Turkish officials 
elais®d that because of foreign exchange difficulties they cannot cut off 
boraeite assorts to the bloc unless Free World markets are available, fib 
assurance that the IB would help-- even to the extent of cutting ba ck I© 
cavorts — Turkey agreed in July 1956 to taka steps to curtail boraeite 


fh@ 1956 W#tfe*rls®as-Qa^ trade protocol incl ude d throe cargo vessels 
oo OOOQi* lists, and the natter is under COCQM review. The 1996 Me therlaaaa - 
agreaaeat calls for Dutch aborts of r oller bearing, gorvay has 
been shining a l u al raaa to the ISSB for sens tins, an d this usual tra de Mr 
been provided for in meant new agreements. The Soviet Onion hem e&m o been 
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seeking sadic (sounding) devices from Sorvay, aa& the Sorwsgiaas hsare 
indicated that they are considering supplying * »®11 E«sh@r. 

Extensive and Increasing use of exceptions procedures have been used 
by m&w of the COOGM countries to license shipment# to Co»a*nl# t China, a 
reflection of the desire to esplolt a trade potential 'hut also* and 
importantly, an indication of Western ajrqpeea and Japanese dissatisfaction 
With the CHDCrn-CHIBCOM differential. In the first five months of 3956 


exceptions reported for CBUIC0M country shipments to Cosssamlst China sere 
valued at #7.5 tslUlon cammed with $5.5 million for all of 1955 and $1*7 


MUlon for aH of 1954* 




Japan J ^wr^^fed its trade relations with the "bloc awarding to 
(XKXM*(SSiCOM emtrola. About 80 percent of Japan *» trade with bloc 
countries is with Cacramlst China, end there it iinHP ss<KfeBg-^ ^ w >ti»factioo - 
■ es j i be-p e rt trver d j lf If the^ differential vers 

to be removed, , the trade with Ccraamiat China would rise shsrply* 

vu g ^ - r h anlffi " 1*nr tir J ; •■sseMe i£L .farutrr& m yft-h rrt nn a im1« it, fThina. and 

~V " -.--^aa- ioelttsiea af- g eo d e , e» -yrBawt' / eeB'teel Mats baa tfeca established isader 

i-it^cse m «><7 wftt t%i£<S 0 **, 

' the agrefessuf between Coamuslst ©tlna sad the Japanese ^teraatiesjai' .. • 

(2 (f-vuCst^C '■*•*■>• »xii ^ 

3iaa« PreBetion As^ocixtion. ^Ike agreementi establish^ three categories of 

tSAJ&SL& 4 ^ z&j — - — 

goods* with trait within each category being matched against certain classes 




of, goods by each country, fhu* .under one category Chine se Oaammlst exports , 

V •«*& cxmtrolled itaat as copper Ingots, aliatanlua, steel platas and / 7 

tidies, galvanised Iron sheets, etc. Such agreements provide pressure on 
Me-e /L,. . 

the Japa n es e to b^oontroU In rrtm. for ««w~y **>••, 
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The Soviet baa offers of twg p increases Is overall trad© 

with the ISC, France, and Japan — hut Included in the offers to purchase 
sere a vide range and large quantity of strategy goods* These offers are 
in early negotiating stages, but there will undoubtedly be increasing 
pressure on the Free iBsaM countries to Modify cmtroLs to meet avowed desires 
to iatssss the level of trade* large volume of shipments of copper 
wire from the Free World to the bloc following the 19 & COCQM list revisions 
is weM-fcnown. The readiness of the bloc to melee these purchases was 
matched by the eagerness of Free World suppliers to as$l®li tbs situation* 


8* 


■# 


Of 







Tim most important shipment# of rubber to Ocmuniat China ware a result 
of Mm five-year agre crasn t entered into hi 199& oiling for the annual exchange 
of 50*000 tons of Ceylonese rubber for 270,000 toe# of Ocsaasaist China** rice* 
The CoaBwalsta sere undoubtedly Motivated by the desire to drive a sedge 
in the effective coverage of' Westers controls as sill as by their desire to 
secure rubber* When the agreement was negotiated, Ceylon urgently needed 
rice end found the Ccomsmist offer of premium prices for rubber attractive 
at a time of declining rubber prices* 


lubber ms also shipped from Burma to CooKunlst CMapt in 1553# in 1955 

(Q TjLffvAJL. *} 

and in 1556* Since the re c ast m l at r atlf iti of SXBK9M c ontrols permitting 

A 

controlled shipment of rubber fern other Asia® producers to Ccsssmlet China 
there has been no evidence of a rush to purchase* Coamalst Chlm has always 
bees able to get Indonesian and Malayan rubber via the Bteepeaa bloc, to which 
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oonteoa* diA 80 % a®©ly, but it i« beUswed that the hulk of r«®iir«wmte 
are being secured from Csyica. iiffe* w^psefctea of C5OT09« oeatesOs to 
jposrait ^yeaeonaOle" i&Spasata of nhber bos opened the w fm* progressive 
Skittling sway of Hie rmmSnimz restrictions on rubber# HoteysB rubber 
swrdvmts, anxious to ope© i# a aaakat to Ooaa uolet Chian «t tine teen rubber 
prions aim slipping, are mUmly waking to increase Heir «©aarta* thin 
place® the Coow&iate in a position to esg&cit disssmioii between the W 
ms. its allien, mho hove different attitudes toward the trade, and to weak 
for further reduction of control© on the fall rang* of the CHlSCXSt differential. 

f&Nfeagfe goods as defined in control list* here not teen awing from 
the mails Seat or Africa. 


_ . fWG& f&Bg&er 3ii®ft , fe # tste 

(juantitise are ixnlgQifiosnt. So overt ohipaentg iron Latte Aaerica haem 

A 

been M violation of Battle Act lists# Rath e r pa© Latin kmeima countries 
team aateteteed careful o o ef or a it y vitih control lists# 2he Hoc 


f jpf* >e r to raHtes the s pool s! nature of IB-Xstto Ansrlsso retetiot® 
ws& teada offers tears not been baaed m a stepping liet of strategic 
mtersal*, although bloc ptepaganda belabors Western control* as being 
against the bast interest of the latte Aweriosst countries. 

t scal e . gad cr edi t a ( ggs i s wa ts bstPWDfftt 'the bl i p s and o ther 

countries te tea world, s#3# Afghanistan, Egypt, tedte, Iceland, and 
tmm recently teaceeate, team baas negotiated. But «s yet there is no 
indication of significant aev e n e nt of atestegic material© to tee bloc ss 
a result# AfjgaKiotaa, Egypt sad tealaad team little to offer a long this 
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to efftiito jdjuaaed shipment 


lice* She dcvelopraent credit* 
of gc sod* Sc rc g ey s a ente and nay involve itsas such m industrial disaonda*. 
mice' She tsdon^lan agreement* with the- bloc Jwse iaduaed 

richer* Hoc offer* to *«*i#4 2ta dewloping petroleum resource* here been 
wte to Sadie, mm* W& 4$m** i*| (^choelwmfeSe he* hid on « refinery 
kk SiTl*i e* tto Uoe *W»*«4 flrtKWt « to j*U a 

f aerie* a nd eleewhers. %rt*Me of the fu^Slley credits xrnxtism^«m^sv, 
it ei^eere that the major credit* offered by the Hoc tHa» * g*»at to 
C mSb Q&i*} hare sat been tied, to seooriag strategic aaterial** 
c, Hoc Amsg e^** with mmo*igris aedlsaSaad 


She post-Stalin Hoe effort* to wo Tugo s lav l* have included aajor 
e ccsmic prog r ams with important strategic eouBaodity e^ect*. ^ Htfcough 


not « CQCmjoe^irntfyv, XUgosiavie ha* 

; ^ jp„j| |, | j uiiILJL)) 1 1 imlanf n because of its interest In miirtaiaing IB 

assistance. However, saore recently the Hoc ha* been extending l^rge 
credits ente ring into a wide range of trad* agreement* with Tusp*l*vi&* 
yU03*la v i* recently tools a significant step toward closer secoasS© *nd 

relation* with the Hoe by signing an Snter-governHientel agreesaent 
erwiding for a joint Soviet Union - Hast Qmam credit of $175 aOliw to 
A*xr*in$ the fttgoslsv Huaimaa industry. Along with *11 the political and 
ffomm. economic rwsification*, tH* sgwwawBt caaait* fu^5*lftvia to future 
deliveries of significant quantities of a l igffintgn to the Hoc - poseibly a* 
saicfa m 50,000 ton* smucOly under the In i ti a l credit tens** 

V- 

®ae SovSat 1* reported to have offered to fSxsmm the devel^aent 

of ‘ftigsHaw copper deposits * a grospsct for which 1*©et©rn financing has been 
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\m & er ragicdlatloR. Although the Yugoslavs wancamced Soviet villlngtiesa to 
accept repayment izt product# ether than sa p p e r, there is no assurance that 


this vouM he the eventual result* U» raccnatructioa of two lead * sine 


mines, and 'the contraction of & mercury smelting sill, all under tern of 
« la^W^sr-!38KR credit agreement ere also reportedly underway, but there is 
no specific Infomtm as to previsions for repayment free their output. 

the bloc has been receiving a ramfcer of strategic list itan* ft® 
Finland, but this trade cannot be presumed a result of the post-Stalin 
economic offensive. Finland r a dependence on ■fared# with, the bloc grew 
out of the reparations retired by the Ilnnish-Savist peace treaty. These 
reparations -ware rot only large but retired the production of- strategic 
items to bloc order. When the reparations sera completed, the industries 
established mm dependent upon the bloc aartsst and the export to the bloc 


of such gpods as ships, power static®, equipment, and ectoalt continued. The 

of fostering Finnish. 

. 4arv®lapn®nt, , aad 


to the Hoe 

jdu2&& i <2#-4, 


Soviet Onion pursued, its poll 

- e g- " 

* ^ ' it ...*, €*&dU 

by making Mae payaants for goods in convertible metmmSm* 



HI* 



T}» bloc ecmcsaie offensive has been able to exploit the desire in 
vniderdcvelcped countries for rapid economic growth and stable escort markets. 
Sice loan terms usually provide for r ep a y m e n t directly through the export® 
of tasdexdevelcped countries, and in sera© rasas the bloc has agreed to take 
surpluses that have been difficult for the uaderdavslqjed country to dispose 
of in normal markets. In «o even broader sera®, ^ »e 
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Jblste unto - foUswla s the years of traditional 

autarkey and casing at a time when competition for markets within the West 
was graving - opened op visions of high levels of profitable tfcede for both 
highly developed and underdeveloped countries in the free World. Even 
though this is dovfctful, it has inf l uenc e on the Kinds of business men and 
1 has created strong pressures on stay governments. 

I # ^ The seat striking examples of bloc exploitation of comodity problems 

’ . ! .. vj 

' ' "y in the free World are the Burmese rice agreements sod the Egyptian cotton - 
y - arms deal# Other instance® of opportunities pursued by the bloc include 
the aforementioned Ceylon-Cmnunist China rice-rubber agreement, the bloc 
purchases of fish from Zealand, the Increasing tola of the bloc as a market 
for Turkey’s staple exports, large bloc purchase® of Uruguayan wool and 
meat, and bloc willingness to increase purchases from Argentina at a 
time vhen traditional Argentina exports were experiencing market problems. 

Bloc purchases of ricefrom Burma in the course of this eaugeign rose 
from an Insignificant levelj^P where at least 25 percent of Burma* • rice 
4s under some form of ceranitment to t he biro, negotiated at a time 
when mum was burdened by a seemingly overwhelming rice surplus, these 
agreements involved the bice intimately with Burma's economy which is heavily 
rice-oriented. The recent improvement in the rice market, and a measure of 
Burmese disillusionment, with the so-called benefits of barter trade, have 

reduced the opportunity for bloc exploitation, but the situation remains 

4 

serious for Western interests. 


firarangg 
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The general tmc turae of the Egyptian cotton-arras deal ere well-known, 
and the results are still unfolding, in vies of world cotton a*rt»t problems, 
the greet dependence of Egypt on cotton as an earner of foreign exchange, and 
Egypt's military aerations, the wliMngaees of the bloc to engage in 
assuring anarfcet for about 3C , percent of Egypt's cotton exports has improved 
the fishing in troubled eaters. 

She general interest of one crop economies and countries experiencing 
balance of payments difficulties in trade with the bloc has opened up 

channels for increasing hloe influence. The quantities taken by the bloc - 

>- 

tough small compared to the large e concede bene of the bloc - represent 
latportant quantities to the exporting countries. She receptivity of the 
underdeveloped countries to bloc overturee is heightened by bloc willingness 
to offer capital goods, technicians, favorable credit terns; and anus to 
seat national military aspirations . Moreover, bloc offers are appealing as 
a device for improving bargaining power of underdeveloped countries with 
the developed countries of the USit — particularly the 08* Warn* is a® 
doubt, also, that bloc overtures have bean able to capitalise cm thee 
discontent in some countries with trade, tariff, and surplus disposal 
policies of the developed countries. 
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